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The Faculty Salary and Budget Committee Report On Early Retire Merit
Judith D. King, Chair, Early Retirernent'Subcommittee

.
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This report on early retirement was prepared in reSponse to.the 'PresidenOs
request for an investigation into the ramifications-of instituting an early re-
tirement program at Grand Valley....The request was made in a memO on 1
Contingency plans for Potential Enrollment S ifts and/or Declines. The salary
and Budget Committee appointed a subcommit e to look into the subject (if
early retir,ement. /
'The subcommittee first secured material aboiit experiences of academic;in-
stitutions which have early retireTent prOgrams. Information was obtained
through a search of the literature, through lettersto institptionT known tO haVe.
early retirement programs, and from TIAA-CREF. Government pensi9;ri plaps
such as civil service and the'military plan were investigate.d but found nOt useful.
The Salary and Budget Committee instructed the subcomnit-tteb,lo confer with the
director of the Personnel Office to determine the feasibility of-the subctommittee's
recommendations in terms of financial implications. 4pendix I, the RetCrement
Transition Benefit, is the draft'.plan proposed by the'Dit O-eetor of the Psorinel
Office, August 3, 1976. This document is a report of indings rather, than a
proPosal for adoption. I

;1

Potential Penefits of Early Retirement Al .
),

'
1 . Early retirement improves the faculty turnover/ rate, thus alleviating

,the problem of "tenuring in."
,

2. In event of reduction in staff, early retiremerxt is a less painful 'way
of reducing staff than involuntary separation.1 ei

3. Early retirement allows the institution to adapt faster to changes in
demand for specific disciplines and makes possible flexible long-range
staff planning.

4. Early retirement improves faculty.morale by providing an option as to
when to retire.and by freeing tenure positions for junior faculty expecting
academic promotion.

5. More generally, early retirement programs assist in reducing an over*
supply of teaching personnel in the labor, market as a whole.

6. Phased early retirement, based on a period of teachi'ng.part7time, pro-
vides a supply of adjunct professorships, which is an inexpensive method
to enrich the curriculum.

7.. Early retirement will be attractive to a professor who is "tired, bored,
out of sympathy with changed conditions .in academic life, or ants to
take up a newreer, pursue a hobby, or whatever." (Keast ) et al.)
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rin ples upon rthiCh piand Valley's Early Retirement Plan sho,uld beibased

Early retirement.is.beneficial only when it is presented asogn option.

2. An early retireme. t'plan.must,be fi'7ncially -feasible for the faculty
member tope supc ssful'. This principle implies that the post-65
retirement income TIAA-CREF and Social Security) shOuld be .nearly as
high for an early retiree as if he retired at 65 and that fringe benefits
such as health and'life insurance should be carried through the early

"q-etirement period.

,
. ,Part-time options are an important part bf the plan.

'Eligibility: Age"
,

Early retiren\ent shonld be an ayaikable option to faculty as young as the college
can afford, to increase"faftlty "turnoIer at-a maximum rate and to maximize the
option. Since only 13-6 .ofbur facility are 50 ye.ars of a'ge or older, the college
can experimentally se-t. the ,e4igibi1it7 age lower than it might otherwise, because
so few people would'now be eligible. 'Afte:. a trial period in which eligibility
starts at. 50 or 55, ithe cone& tan foreeagOco.Ots more acCuratery in, terms of
the percentage of eligible faculty taklng the dption..;Armed with this knowledge,
the college can make a decision to keep 'the eligib(iti,ty,age the saine or increase

r
Eligibility: Years of SerViRjr.

. 4

A reasonable mitlimum.number cif yeatb.s.:.laf.'service required at Grand Valley for
eligihility in the early retirernerit program is' ten, and a reasonable maximum..
is thirty, depending on the participant's age.. The older thd person is, the fewer
years of service should be co4i,ced; arid conversely, the younger the person,
the more years of service should be required. '.Therefore, a person with thirty
years of servire should he allowed into thy 'program regardless of age and.?Some-
one 60 years of age would Only7 need ten years at Grand Valley to be eligible.
The years of servicc should he adjusted,downward for the firSt years of the
program in recognition Of the young age'of Grand Valley as an institution.

Part-Time Options. (Phase,d Petirement:s. T-he Dartmouth Plan)'

A faculty member who,has served fifteeVears at Oratid Valley (fewer than
fifteen. yea rs until GVSC is an oldercinstitu On) could ele..c.t phaSed retirement
either at-age 6.0 or at age 62, effectixe cn July 1. For purposes of determining
the benefits, the salary as ofthe;Jilly 1 en the option iS-selected" will be con-/sidered the base salary. The .prceragf of salary to' he .p,ajd in the phased re-,
tirement years (60-65 or 62-Q5) wi1t;,6e set at 45% (highee,Aercentage until GVSC
is an older institution) plus one percenf for,'each year of 'vice. at Grand Valley.
The maximum is set at 75%(for thirty or,rnOre., years). ce eligibility requires

'at least fifteen years in the professional ranks, the ninirniIrn salary, will be 60%
,-

r
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of the base salary. In addition, the college will contribute'to TIAA-CREF 16%
of the baSe salary in each of the remaining five or three ye,at:s.

In exchange for the phased retirement benefit, Grand Valley would reducethe
faculty member's obligations to the institution. For phased'a-etirement at age
60, this reduction will be from five to two years,. The required service may
be performed in two years full-time s.et.vice or in part-time serqzice spread out
over three years. For' phased retirement at age 62, the faculty member would
owe only one yeartof service to the institution, to be performed'either in full-
time stint or spread out over two years.

Under either option the othe.r fringe benefits would continue rtil age 65.
Faculty members would not be eligible for sabbatical leave atter electing phased
early retirement.

Phased retirement freely allows alternative careers, but if the combined earn-
ings or 'fringe benefits from Gi-and Valley and the new employer exceed the base
salary or the normal fringe benefits, the Grand Valley contribution will be
recqiced by half the excess. In Come that faculty coUld normally earn while
working for 'Grand Valley will not be counted as "additional earned income."
Examples are consulting one day a week, directorships, royalti&son books.
New jobs or major rivw sources of income (e.g., expanded consulting work)
would be counted.

Pre-Retirement Counseling Program
S.

*Periodic retirement counseling interviews should be arranged for all regular.'
faculty thembej-s.

Financial Implications

Early retirement provides the possibility. if not the likelihood, of moderate
financial savings to the institution. The 4:vings should not be overestimated,
because in order to make early retireme'nt financially attractive to a faculty
ntgmber, the institution will be_..paying faculty members a reduced salary during
the early retirement years, Ilk be making a contribution to TIAA-CREF so that
the professors' post-65 incomewill be the same -- or practically the same
as it would have been had they retired,at 65, arid probably will be paying a salary
_to younger.(and thus less expensive) replacements. If the professor is not
replaced, then savings will 12e r'eal.

If the institution skimps on its financial pa ck age offered to encourage early
retirement, if will run the risk of no takers. With an attractive financial pack-
age, the institution will break about even or pay out a little. Beloit estimates
'it costs them $300 per early.retiree per year. Stanford's plan is estimated
to cost 2% of the to-ta1-.-cKitlay for faculty compensation. No college that the sub-
coMmittee knows of claims to have saved money on the program.

5



Cost-of-living increases loom as a large problem for the faculty Member who
is thinking about retiring. Inflation, rising' property taxes, and the high cost
of health care pose thaelargest threats. Such considerations 'make retiring
profes,sors leery of any'plan, however attractivq in its other,aspectg, which
would diminish their retirement income.

Current Frin_eS

.During early retirement period, the college would continue to contribute,to
TIAA-CREF to the extent necessary to make he TIAA-CREF accumulation
a:lmost\as large at age 65 as it would have been, had the person continued work-
ing. This contribution could be made as a continuing contribu,tion, as a lump sum
premium, or larger contributions could be made in the years.preceding early
retirement. Health and life insurance should be continued through the early (
retirementperiod. Social Security contributions would be paid consistent with
the law and the amount of early retirement salary.

Estimated Funds Available to Finance Early Retirement While Freaking Even

The variables which will determine the precise funds available for'early re-
tirement are many. It is possible, for instance, that the institution would hire
a re,placement for less than the average salary figure for assistant professors
(i,ted below, thus creating a larger difference than indicated here. This saving§
could he accomplished in several ways: 1) by hiring the replacement at an
entry-level salary, 2) by redueing the full-time'position to a part-time position,
or 3)1>y eliminating the position entirely in i'esponse to curriculum changes.
Despite such variables, the difference-hetween the average compensation of
assistant profes.sors and full professors gives a reasonable estimation of tte
funds available to finance early, retirement while hreaking even.

1975-76 a9erage cornPensiktio-i for full professor
1975-76 average compensation for assIt. professor

Difference hetween the above figures

$25,390 ,

l'7,361k #.4*
,

I

11

4.8,029_

C.>Comparison of Annual Compensation from Various Plans

A hypothetical faculty. member earning $20,000 salary, 60 years old with
thirty years of service i.s the 'basis of the following comparisons. The com-
p.ensation figures include salary, health insurancTe (444)elife insurance ($50),
TIAA-CREF (10%, of $20,000), arid Social Security (5.85°;', of first $16,300).
As a point of comParison between the hypothetical factiltv-member defined'here
and the average full professor, the average salary for a GVS( lull professor
in.1975-76 Was $21/793.

6
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Comparison o'f Annual Compensation (continued)

ANNUAL b ANNUAL
1., TIAA-CREF Formula supp ete1aed tow SALARY , COMPENSATION

salary .and. service -(the wriC:h
the Personnel OffiCe co ate. a
plemental yearly lifeti rile.--46
equals. 1 /10 of,1% of cu r nnu.at .- /salary for each.year Of s 6--.4"ciiiml
hei-t of yea s hetWeen early a( riiment
age and ag 65 r .

. .
4.

fAft

for $20,.000 at- 60 *ith 30 rs

GVSC. Personnel Office retirement
transition benefit 30% of $19,000

3. Michigan Retirement Plan ,(6urt .first choice)

Average.of best five years
salary - $18,.643.

la;,) of firs't $4.,.200 ..42
171/ 2% of remainder 216

Total
Total x years sertice x 30

- 4. Beloit
504.9,f i-..14i.rerent annual sala y for o\.et r

20 yteal-ts of sei-vice

5. Dartmouth Flexible Retirernent ')ption
at 60 (our part-'tirne Oiotton.) (calcu-

.,lated op two years' work in the
early retirement perioc)

4.5% of current'annual salary + 170 for
earh year of service -- 73G70 of $20,000

$ 3,000, $ 5,669.5'4,

,\5 700

ti

7; 740

10, OM-

15,000

8,527.45

10 686 79

13,079:00

18,371.50

Comparison of Annual Income .from the Five Plans

This (omparison is based on the data set forth atoye in the Comparison. of Atnnual
Compe-nsation from Various' Plans.

For the computation of Soctal Security benefits, it is further: assumed that, the
retiring farulty member is married and the spouse is 58 years. old. The So al
Security figures are as of January 1977 and are tied to inflati n. sey are -sed
on thp assumption that the faculty member has paid the maxcirnurn 'al
Security) since 1951.
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For the computation of TIAA-CRE benefits, it is also asgumed that the retiring
faculty membe'r is male and started with TIAA in 1951. When CREF was introduced
in July 1952, the faculty member split his premium 50% TIAA,. 50% CREF. His
salary in 1951 was $4,000. His institutoion contributed 10% of hiS salary; he contri-
buted an additional 5% of his Salary. If he had not contributed an additional 5% of
his salary, the single annuity incc-.)me figure would be $4,966 ins'tead of the $.7,450
used in the- following"tahle.

*

Salary +,TIAA--
Salary CREF at age 60

Salary +
Social Security

at age 62

Salary +
Socia.1 Security
two yk.ars later
(spouse attains

age 62)

Salary + Social ,
Security + TIAA
CREF at age 62

.

$ 3,000 1 .,$ 3,000 $ 3,000 $ 6,960 $ 6,960
7,450 3,960 1,860 7,450

$10,450 $ 6,960 $ 8,820 $14,410
4,

$ 5,700'2 ,5,700 5,700 9,660 9,660.
.7,450 3,960 1,860 7,450.

$13,150 $ 9,660 $11,520 $17,110

$ 7740 7,740 -` 7,740 11,700 11,700
7,450 3,960 1,860 7,450

$15,190 $11,700 $13,560 09,150

$10,0002 10,4000 10,000 16,960 13,960
7,450 3,960 1,860 7,450

, '$17,450 $13,960 $15,820 $21,410

$15,0002 N:A. 15,600 16,960 18,960
3,960 4,860 7,450

$18,960 $2-0,820

1 Lifetime
2To age 65 only

f I s.

4 PA ,;. .
:i

At age 6-, the particiipant will become a regular retiree and draw from TIAA-
, .CREF. Faculty carti.sta:rt dciawing on TIAA-CREi- before age 65 at reduced.
'rateS, if desired. This option is illustrated in the Second column of the,table
above. I ,

,

.1 . .
*From age 62 on, the early retiree has the option of drawing on 126-cial Security,
The amoant will be 20% less starting at age 62 than if starting at gge 65.. This .

Option id illustrated in the third polumn ab,ov6.
.

, ,

While the'Salary and Budget Committee'hAs,conckided that 7ari early retirement
....program modeled on the above rePort would,be both a desirable cornponent of .-

a contingency plan for potential entollment shifts! and/or declines and a desIrable
ifringe benefit, the Committee reserves its endorseMerit of an early r,eirenje?t

progam until such time ,as it Can revieW the early retirement fringe benefit ;

0
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in the context of other possible fringe benefits. This reservation is made
-in recognition that an early retirement program will cost compensation dollars.

',-

Judith D. King
for the Committee

a

'0

1.
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Appendix I

Retirement Transition Benefit

The Subcommittee proposed using,the formula for the Michigan retirement program
(see page 5, #3). The Subcommittee still believes that the formula yields a more
realistic income far the retiring professcir,but the Personnel Off lice assured
-us that the cost to GVSC makes the' formula unacceptable. The director of
Personnel suggested the following formula:

Participationinay begin at the start of. the 4cademic year in which the
faculty member with twenty years of full-time service attains the age of
not -lesS than!>.60 years. The amount of the benefit shall be calculated
on the basis of the,average of base academic year salaries in the three
years prior to participation fn the benefit, plus the normal college_
contribution to the faculty member's .retirement contract. The total amount
to be pald to the participant shall be determined on the followihg ba's1.s:

50% o.f average base academic year salary, pluss retirement
contribution, for the year in which the participant reaches
age 60;

40% Of average base academic.year salary, plus retirement
contribution, for the year in which the participant i-eaches age 61;

30% of average base academic year salary, plus retirement
contribution, for the year in which the participant reaches age 62:;

20% of average base academic .year salary, plus retirement contri-
bution, for the year in whiQh the participant reaches age 63;

10% of average base academiC- year salary,.plus retirement
contribution, for the year in which the participant reaches age 64;.

.to he split into annual installments, correspondent to theq.number of years in which
the faculty member participates. This formula results in the following ptrcentage
equivalents for participants who start the benefit at the respective ages shown:

Age at Start

% of average
base academic year salary

Plus retirement contribution
60 3-0%
61 25%
62 20%
63 15%
64 10%

'3



Appendix II

As a-result of exploration and thinking about early retirementS, there are t4c2)
suggested fringe benefit ideas whichmight both enhance regula.r faculty well-
being and make-the.prospects of. early retirement more desirable.

The first is an anhual physical examination .to be strongly urged.,p.nd supported
by the colleges.. The commtttee feels that this is considered by many businesses
and colleges as a long-term economy as preventive medicine.

The second would be to continue full medical coverage throug regular retire-,
ment. If started now, when only a few faculty are nearing re irement age, the
expense to the college would be minimal. In addition, the post-65 costs can
be furnished as supplementary to medicaid. One of the common fears of retirees
and of potential early retirees appears to ,be the prospect of devastating
medical expenses.

. 3
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